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KEY ECONOMIC INDICATORS: GUATEMALA 





All values in million U.S.$ Exchange rate as of December 19/1 
unless otherwise stated. U.S. $1.00 = Quetzal 1.00 


ITEM 1969 1970 an.-Sept. 
1971 


% change 
% change |Jan.-Sept. 
1970/69 1971/1970 





mere, besales | ts _ 

GNP at Current Prices 1,665.8 844.4 10.7 

GNP at Constant 1969 Prices SR MS a a ol 

Per Capita GNP, Current Prices SE TS See 

Per Capita GNP, Constant 1969 Prices 

Investment as a % of GNP ee ed 

Electricity, Total Sales (million kwH) | 460.7 | 502.0 | 398.8 | 9.0 | 6.0 

Private Construction, Authorized -21.7 

Industrial Production Index (1964=100) NA 

Money, Prices and Finance a are g.) 

Money Supply in Hands of Public: 168.5 | 180.8 mek 3. pe 4.6 
Currency te ee es ok el 8 38 
Sight Deposits 5.5 

Total Government Current Receipts 9.4 

Total Government Expenditures 10.3 
Domestic 101.9 109.8 136. 8— 7.8 34.5 
External 103.5 13.4 
Consumer Index (1964=100) 143.6 147.0 148.6 2.4 ° 
Wholesale Index (1950=100) 1.1 

Balance of Payments and Trade 

Balance of Payments . 

Current Account -17.3 -5, 52! NA - 
Capital Account RE * 6 ee RR ee aS 

Net International Reserves Cs eee As ds 
cal Enporte, fob” Moss! | aoe | ae | 

Total Exports, fob 262,.5= i 298,3— 228.4 13.6 -0.9 
Coffee 102.6 2.7 
Cotton -2.8 
Bananas -2.7 
Sugar 1.2 
Meat 28.6 

Total Imports, cif 292.4 6.6 
From U.S. 85.5 99.8 0.5 

Trade with CACM 
Exports, fob 83.8 | 102.4 67.32! -9.1 
Imports, cif “1.5 


1 Officially revised or adjusted figure. 

=’ Preliminary figure. 

3/ Estimate, 

4 The Bank of Guatemala estimates, on an adjusted basis, total banana exports (including 
plantain) of $14.1 m. in 1968 and $16.5 m. in 1969. Whichever statistical base used, 

banana and plantain exports are on the rise. 

=" Includes $14 m, in Treasury Letters, redeemable in FY 1971. 





SUMMARY 


Guatemala's economic growth rate appears to have slowed moderately in 1971 
after three years of boom. From annual increases that hovered around six 
percent in real terms, it seems probable that 1971 growth will be slightly 
under five percent, still high by LDC standards, The causes of the 
relative slowdown are largely beyond Guatemala's control. The effective 
departure of Honduras from the CACM has reduced the export market for 
manufactures and the implicit threat to the viability of the Market has 
dampened the enthusiasm of industrial investors. Softening of coffee and 
banana prices together with the continued slump in cotton production (which 
has now bottomed out) have contributed to the problem. It seems probable 
that such conditions will persist through mid-1972. Later in the year, 
however, a confluence of favorable developments seems possible that could 
set Guatemala on the path of another growth surge. Balance of payments and 
monetary stability within this context seems assured. For reasons unrelated 
to basic economic conditions both wages and prices are expected to rise at 
a steady, but acceptable pace. Among the non-economic factors that affect 
the foreign businessman it should be noted that a sense of national self- 
assurance is an element common to economic as well as political developments. 
The Government's development effort, based on a Five Year Development Plan, 
is gaining momentum and through qualitative as well as quantitative changes 
in public investment promises to stimulate the economy. Such efforts also 
create opportunity for sales by U.S. exporters in several key areas. 
Negotiations currently underway to "restructure" the Common Market could 
provide new rules of the game for businessmen operating in this region. 





A. Current Economic Situation and Trends. 


The Guatemalan economy in 1971 lost some of the vibrancy that had charac- 
terized it since 1968. As in the case of many small economies heavily 
dependent upon international trade, the causes of the problem were largely 
beyond Guatemalan control. 


1. 1970 Culminates a Three-Year Boom. From 1968 through 1970 Guatemala 
experienced a moderate boom, fed alternately and at times jointly by the 
industrial sector, private investment and commodity exports. In 1970 all 
three factors operated to produce a real GNP growth rate of 5.9 percent 
(10.7 percent in current prices). Coffee prices rose more than 25 percent 
above mid-1969 levels. Commodity exports were also bolstered by healthy 
increases in Guatemala's U.S. meat and sugar quotas. The disruption of 
trade between Honduras and El Salvador offered great opportunities for 
sales of Guatemalan manufactures. And private funds generated through 
such activity triggered a construction boom. (The funds did not go into 
industrial investment because the disruption of Common Market trade, although 
offering short-term sales opportunities, also cast doubt on the viability 
of the Market.) Such varied economic activity naturally had a multiplier 
effect. With employment up moderately in the industrial and construction 
sector, domestic demand for local manufactures as well as imports rose. 
Increased agricultural incomes further stimulated such demand. Rising 
income from excise, consumption and foreign trade taxes in turn permitted 
the Government to undertake a more wide ranging investment program. 
Finally, such economic development occurred in the context of balance of 
payments and monetary stability, attributable to prudent policies adopted 
by the authorities and the fortuitous circumstance of good export earnings. 


2. Exogenous Factors Impede Growth in 1971. Unfortunately, this confluence 
of favorable developments has not continued through 1971. Most important, 


at the beginning of the year Honduras effectively withdrew from the Common 
Market by applying the uniform tariff to imports from Central America. The 
Honduran market has accounted for between seven and ten percent of Guatemala's 
total exports. Not only was this market truncated by the Honduran action 

but an indirect effect was soon felt in Nicaragua and Costa Rica. Those 
countries had also lost markets in Honduras and therefore resisted 

Guatemalan effort to increase exports into their home markets. Needless to 
say, not only did industrial sales to Central America fall as a result of 

this situation but new industrial investment, which had already fallen to 

low levels, came to a near halt, 


The commodity situation deteriorated at almost the same time the Common 
Market crisis worsened. In late 1970 coffee prices slumped from the high 
they had held for the previous year. Banana prices also softened. Although 
the rate of decline in cotton production slowed, that decline still 
continued. And no windfall increase in the sugar quota was forthcoming to 
offset such other losses. Only meat exports continued to expand at a 
healthy pace. 





With almost all export sales slowing down, the multiplier described 

above began to work in reverse. New investment in construction has 

dropped noticeably as potential investors attempt to determine the 
situation. With employment in industry growing at a lesser pace than 

in 1970 and with the growth of farm income also slowing, consumer demand 
weakened. The rate of increase of Government income tied to such demand 
accordingly has leveled off. Although public expenditures have not been 
unduly affected, maximum investment expenditure levels have not been 
reached. The impact of these developments on the monetary situation has 
also been significant. The combination of slack demand for industrial 
credit and a slowing of the import growth rate has been more than sufficient 
to offset the monetary effect of a lower export growth rate. Consequently, 
the banking system has found itself with an unusually high level of 
liquidity. To the degree to which the banks have purchased Government 
securities with such excess reserves, the funds have reentered the economy. 


With the rates of export and industrial growth slowing, it is possible 
that real GNP growth in 1971 will fall below five percent. Although such 
a rate is not bad either in the longer term Guatemalan context or in 
comparison with many other LDC's, it reflects less economic vibrancy than 
was evident during the preceding three years, 


3. Only Moderate Growth Expected Through Mid-1972. Whether the economy 
will continue to function at this relatively slow pace in 1972 or whether 


it will resume its previous vibrancy depends on various exogenous factors 
which are hard to predict. On balance it seems probable that the 
Guatemalan economy will continue its moderate pace until the last quarter 
of 1972. At that time, however, a sharp upturn is a real possibility. 


Turning to the major imponderables, the Central American governments are 
currently in the midst of discussions to determine if and how the Common 
Market might be rejuvenated. Judging from the history of previous 
negotiations, even if the current effort is successful, the negotiating 
process will be a long one. For most of 1972 it therefore seems likely 
that Common Market developments will dampen rather than stimulate 
industrial activity in Guatemala. The agriqiltural situation, on the 
other hand, is mixed, Although coffee will probably enter a sellers market 
in the medium-run, it is most improbable that a sharp upturn in the price 
will occur while the current crop is being harvested and marketed. 
Similarly, banana prices show no signs of firming up in the near future. 
Cotton, meat and, to a lesser degree, sugar, however, definitely seem to 
be on the upslope of a cycle, thanks primarily to growing Japanese (cotton) 
and U.S. (meat and sugar) demand. Perhaps equally important, the 
production of basic grains for local consumption should spurt, assuming 
reasonably good weather conditions. The grains outlook is brightened by 
the existence of a vigorous Government program to assist the small farmer. 
Other Government programs could also serve to stimulate the economy in 
1972. Although revenue limitations (resulting in part from the current 








modest pace of the economy) may hold public investment programs below target 
levels, those programs are in the process of a qualitative change in almost 
all areas. The Government's Five Year Development Plan emphasizes both 
agricultural development and social services. Such qualitative changes 

could have the same impact on the economy as would a larger absolute increase 
in traditional government expenditures. 


The mix of imponderables thus seems to be offsetting the dampening influence 
of the Common Market situation and certain commodity exports versus the 
stimulation of agriculture in general and the Government's development 
effort. The sum is, of course, neither boom nor bust. In this context 
balance of payments and monetary stability seem assured, 


4, Wages and Prices will Continue to Rise, but at an Acceptable Pace. 
Unrelated to these basic trends of economic significance are wage and price 
developments. Guatemala has been importing inflation at the rate of three 
to five percent a year. Given the price implications of European and 
Japanese revaluations, this trend will probably continue. Wages have been 
effectively frozen during the past year as a result of a state of seige 
imposed to combat political extremist groups which precluded the negotiation 
of any new wage agreements. The state of seige has recently been lifted and, 
accordingly, it can be expected that labor will press to make up for lost 
ground. 


5. A Growth Surge May Begin in Late 1972 if... Turning to late 1972, a 
confluence of favorable events similar to that holding in 1970 seems possible. 


If coffee finally enters a sellers market, if Common Market difficulties 

are finally resolved, if the long-awaited $200-280 million nickel project of 
International Nickel/Hanna Mining goes forward, and if the Government is 
able to increase its investment program to support the qualitative changes 
now underway (and such a quantitative increase would be possible given the 
confluence of the other developments just mentioned), the Guatemalan 

economy can be expected to enter another high growth phase in late 1972, 


6. The Non-Economic Variables, A survey of Guatemalan economic prospects 
would not be complete without reference to two key non-economic factors that 
affect the business climate. One is the problem of political terrorism. 

The Arana Government is making headway in reducing this type of violence. 
While some terrorist activities will probably continue during the forecast 
period, it should be noted that they have not threatened either the political 
stability of the Government or the economic growth of the country and have 
little possibility of future gains in this regard. Second, the feeling of 
nationalism characteristic today of much of Latin America is evident also 

in Guatemala. Although the mood here is relatively mild and serves the 
positive end of promoting national unity, it does imply that the foreign 
investor must learn to live in a new environment, Foreign investment is 


welcome, and even sought, provided it contributes to the country's develop- 
ment. 





B. Implications for the United States, 


1. The Overview: Financial Stability, Moderate Growth and Opportunity. 


The economic outlook just described reveals both problem areas that should 
concern the U.S. business or economic observer of Guatemala and also 
certain areas frequently of concern in other countries that are, however, 
not likely to be bothersome in the Guatemalan context. First, the non- 
problems. Balance of payments stability means both that the U.S. exporter 
can reasonably expect prompt payment and that the U.S. investor should 
have no difficulty repatriating his funds. Second, monetary stability 
tinged with relatively high bank liquidity suggests that (1) significant 
inflation will not be a problem and (2) there will be no major credit 
squeeze, 


The major immediate problem will simply be adjusting from a vibrant to a 
more moderately paced economy. During this period, import demand should 
grow less rapidly than in 1970, especially for capital goods. Demand for 
capital goods is unlikely to pick up until the viability of the Common 
Market is definitely restored. Given the possibility that the expected 
slow period will be of relatively short duration, however, there is 
absolutely no reason to minimize the Guatemalan market at this time. 
Getting in on the ground floor is a concept that needs no explanation, 


A second problem, and one of longer duration, is that presented by the 
growing sense of national pride and self-assurance. The solution to this 
problem involves both the question of how the investor handles himself 
and the need to adapt operations to Guatemala's self-perceived needs. 


2. Specific Trade and Investment Consideration: Export Promotion and the 


Possibility of New Rules of the Game in the Common Market. As part of its 
focus on agricultural development, the Government is increasing its efforts 


to diversify agricultural production aimed at the export market beyond 
Central America, Cut flower and produce sales to the Houston and Miami 
areas have already met with considerable success. As a result of this 
effort, investment opportunities exist in the agro-industry field. Equally 
welcome by local authorities will be marketing assistance, especially that 
which extends back to the producer with technical assistance, 


Aside from considerations related to projected economic conditions, both 
established and potential investors should be alert to institutional changes 
in the Common Market that might develop out of the current negotiations. 
Various sectors in Central America have been dissatisfied with the direction 
economic growth has taken under existing Market institutions and have 

called for a "restructuring" of the Market. Given the fact that several 
conflicting proposals to this end have already been tabled and that 
presumably more will be, it is too early to suggest the form restructuring 
might take. By way of illustration of the importance to business, however, 
suffice it to say that some of the proposals would amend or eliminate fiscal 
incentives while at the same time adjusting the common external tariff. 











3. Export Opportunities Parallel the Development Plan. Although the U.S. 
share of the Guatemalan market has shrunk in recent years and the trend 


to date shows no signs of reversing itself, developments on the world 
monetary scene could present great opportunities for the alert U.S. exporter. 
This consideration leaves aside, of course, the dampening effect on sales 

of the projected short-run moderation of the economy. In many areas, the 
revaluation of European and Japanese currencies already has made U.S. 
products marginally more competitive. Awareness of the specific impact 

of revaluation on the competition's prices in Guatemala coupled with an 
aggressive sales effort could pay off in many fields. 


This conclusion is especially appropriate for sales in areas where the 
Government is concentrating its development effort. The rural development 
program, bolstered by AID's $23 million Rural Sector Loan, is creating 
opportunities for the sale of fertilizers, insecticides, small sprayers 
and small dusters. Similarly, contractors and equipment suppliers should 
be alert for bidding that soon will be opened by INDECA (the grains 
stabilization agency) for the construction of silos. A newly approved 

$7 million AID loan for rural electrification will also make available 
approximately $4.8 million for the procurement of transmission equipment, 
substations and distribution equipment. Other opportunities related to 
rural development involve the activities of BANDESA, the official agricultural 
development bank. BANDESA has a portfolio of about $15 million for the 
purchase of agricultural equipment. 


Aside from rural development, the Government is also planning to expand 
telephone service by about 25,000 lines in 1972. Looking further ahead, 
the Government is planning to connect the major cities of Guatemala with a 
telecommunications network and to construct a major new port on the 
Pacific Coast. Approximately $20 million in goods and services for this 
latter project is expected to be secured abroad. 


With regard to procurement policy, all governmental purchases over $3,000.00 
are acquired through open bidding. The period in which bids may be filed, 
however, is often quite limited, occasionally precluding U.S. participation. 
Frequent contact with the Guatemalan market is thus a requisite for doing 
business here. 
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